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INTRODUCTION
The theory of the firm has generated a vigorous stream of research on the existence, boundaries, and internal organization of the firm. Significant contributions have been made on the basis of various forms of transaction costs and the nature of principal-agent relationships. More recently, evolutionary theory, the resource-based view, as well as knowledge-based theories have all suggested alternative conceptions of the nature and boundaries of the firm. With few exceptions, existing theories have been concerned with boundary decisions in a context of established firms and relatively easily identified and evaluated alternatives. Boundary decisions have been framed as a choice between arm's length contracts and internal organization under stable or slowly changing technological conditions, whether the determining factors be transaction costs (Coase, 1937; Williamson, 1985 Williamson, , 1991 1 , the costs of coordinating diverse production skills (Conner and Prahalad, 1996) , or the ability to effectively combine and recombine related sets of knowledge (Kogut and Zander, 1992) .
Because of their preoccupation with already established firms, existing approaches to the theory of the firm have diverted attention from the analytically interesting period surrounding new firm formation. This is unfortunate, because new firm formation encompasses particular conditions and processes that appear to have a direct bearing on the choice between markets and internal organization. Specifically, the founding of new firms takes place in a context of changing technological conditions, sometimes extreme ambiguity, and incomplete or slowly emerging markets for materials, products and services. Under these conditions, general resistance to the logic and consequences of new ideas can become a critical obstacle to the development of new ventures. New firm formation also involves the presence of individuals or entrepreneurs whose personal convictions and subjective opinions play a central role in the recombination and reorganization of existing resources and exchange relationships.
The central thesis of this paper is that the problems associated with the introduction of new and untried business ideas in unreceptive markets represent a critical and currently overlooked element in determining why markets are sometimes superseded by internal organization. Drawing upon insights from Austrian economics, cognition theory, and entrepreneurship research, the paper formalizes a set of propositions on how subjective means-ends frameworks and cognitive incongruence and cognitive incompleteness among market participants influence the entrepreneur's decision to carry out activities within firm boundaries. Generally, the propositions suggest that internalization is the result of the inability of other market participants to either accept or understand the entrepreneur's subjectively perceived means-ends framework, which to his or her mind spells out the preferred or "best way" of implementing the entrepreneurial idea in the marketplace.
The paper makes two contributions to the existing literature and academic debate.
First, it responds to the call for further investigations of modes of action or organizational alternatives in the entrepreneurship literature (Venkataraman, 1997; Shane and Venkataraman, 2000) , particularly with respect to theory that connects the discovery of opportunities and the formation of firm boundaries (Bruyat and Julien, 2001; Busenitz et al., 2003) . Specifically, it develops the concept of a subjective means-ends framework, and differentiates between cognitive incongruence and cognitive incompleteness as conceptually distinct sources of inefficient markets and the lack of intersubjective agreement (Dew et al., 2004) . The formalized propositions are primarily concerned with new firm formation and the introduction of new combinations, as opposed to mere imitation of ideas and business concepts which have already been pioneered and proven by others. However, it is suggested that the fundamental mechanisms may also extend into later stages of firm growth, whenever new business initiatives are taken and existing markets are deemed inadequate to promote the development of a particular business idea.
Second, by focusing on the period of new firm formation, the paper addresses a void in the existing theory of the firm and probes the universal relevance and boundary conditions of existing theories. Building on the original insights by Silver (1984) and Langlois (1988 Langlois ( , 1992a , it offers theoretical formalizations to support the emerging notion of an entrepreneurship-based theory of the firm (Foss, 1994 (Foss, , 1997 Witt, 1999; Alvarez and Barney, 2004; Dew et al., 2004; Foss and Klein, 2005) . The theory is consistent with those contributions that question the universal relevance of moral hazard as an explanation for the establishment of firm boundaries (Kogut and Zander, 1992; Conner and Prahalad, 1996; also, Coase, 2000) , yet offers a different and distinctive interpretation of the mechanisms determining firm boundaries. Although it will not be attempted to compare and evaluate competing theories of the firm at length, the concluding discussion contrasts the different perspectives and reflects upon their possible co-existence in explaining the formation of firm boundaries.
The paper is structured into three main sections. The first section delineates the fundamentals of entrepreneurship and describes how the entrepreneur discovers new business opportunities and translates this discovery into a subjective means-ends framework. The section that follows focuses in on boundary decisions, identifies cognitive incongruence and cognitive incompleteness as two conceptually distinct drivers of firm boundaries, and formulates a set of propositions on how they influence the entrepreneur's choice between markets and internal organization. While focusing on the formation of firm boundaries in the context of new combinations, it also reflects upon boundary decisions in the maturing firm. The third and final section contains a summary and conclusions, including reflections on the distinctive properties and complementarities of entrepreneurship-based and alternative theories of the firm.
ENTREPRENEURSHIP AND THE DISCOVERY OF NEW BUSINESS OPPORTUNITIES
An entrepreneurship perspective on the nature and boundaries of the firm rests on two fundamental assumptions about the nature of business activity: profit-seeking individuals and asymmetrically dispersed knowledge across economic actors. It embraces continuous change and the existence of genuine uncertainty in the introduction and exploitation of new business ideas, fundamentally disputing equilibrium approaches to the functioning of the economic system (Mathews, 2006) .
The quest for profit or wealth plays an important motivational role in the entrepreneur's pursuit of new business opportunities (Baumol, 1990 (Baumol, , 1993 . It may be that enterprising individuals ultimately aim at goals other than profit alone, such as social respectability, power, personal freedom, or securing an outlet for creativity (e.g.
Reynolds and White, 1997), but earning and protecting profits still play an important role in reaching these ultimate goals. Moreover, the quest for profit takes place in a context where time is of the essence. In the eyes of the entrepreneur, "windows of opportunity" are open only during limited periods of time, and being the first to exploit an opportunity is perceived to be associated with significant first-mover advantages.
Asymmetrically dispersed knowledge implies differentiated sets of information and knowledge held by individual decision-makers (Menger, 1871; Hayek, 1937 Hayek, , 1948 Mises, 1949) , which in the business context causes variation in the ability to identify and assimilate new information and events. Individual decision-makers tend to notice information that relates to and can be integrated with what they already know, and the value attributed to new information and events depends on prior knowledge of the market for resources and customer needs (Witt, 1992; Shane, 2000) 2 . As a result, a "given" opportunity is not recognized by all potential entrepreneurs, and the same opportunity may be interpreted differently depending on the individual. Strictly speaking, opportunities become real in the creative mind of the entrepreneur, as he or she uses observations and impressions from the external environment to activate unobserved or latent combinations of resources and customer demand.
Asymmetrically dispersed knowledge is accompanied by incomplete information about the variables that affect market conditions, and unanticipated change caused by the plans developed and implemented by other market participants. It means that in some areas the individual's knowledge is scant, negligible or lacking and consequently subject to guesswork or incomplete estimation. In this context of genuine uncertainty, the entrepreneur, like any individual, will act on the basis of what he or she thinks rather than objective information supplied through existing market relationships or signaled through market prices (Kirzner, 1997) . The pursuit of a new business opportunity is partly an act of faith, which by definition involves incomplete perception of current and future states of the world and the role of any prospective business therein.
The unpredictability of market conditions is reinforced by the imaginative or creative element in entrepreneurial decision making. The creative element contains the unexpected and perhaps surprising association between observations and sets of data, or even speculation and dreams about possible attributes and events of the future. Shackle (1973, p. 39) In subsequent work, Shackle (1979) develops the proposition that entrepreneurial action involves choice and commitment based on feelings, anticipation and an element of surprise, which puts within reach a good state of mind.
The creative element in entrepreneurial decision making lies partly in the discovery of new business opportunities through recombination or analogical reasoning (Ward, 2004) , and partly in the ingenuity and resourcefulness which may be shown in the process of reorganizing or creating new market structures and relationships (Whiting, 1988; Amabile, 1997) . Similar to the consequences of asymmetrically dispersed knowledge and incomplete information, the imaginative or creative element of entrepreneurship sustains market disequilibrium and denies any objective certainty with respect to future developments of markets and states of the world.
Asymmetrically dispersed knowledge and the creative element in entrepreneurial decision making represent a double-edged sword. On the one hand, it permits the entrepreneur to discover and pursue a particular business opportunity, expecting that the uniqueness of insight can be turned into sizable profits. On the other hand, it tends to create problems because other individuals and firms affected by and needed in the exploitation process are unlikely to see and understand the logic of the new idea, or to share the same expectations, and as a result may resist or even actively oppose it. In the words of Schumpeter (1934, p. 87) , this resistance manifests itself first of all in the groups threatened by the innovation, then in the difficulty in finding the necessary cooperation, and finally in the difficulty in winning over customers. As will be discussed presently, resistance and opposition play an important and critical role in the entrepreneur's decisions concerning where to draw the boundaries of the firm.
The Discovery and Exploitation of New Business Opportunities
In the entrepreneurial process that results in the founding of a firm, the entrepreneur can be defined as someone who discovers or "sees" a new business opportunity. This requires alertness to hitherto unnoticed business opportunities, be it in arbitrage and trading or in business schemes that involve some form of in-house processing (Kirzner, 1973 (Kirzner, , 1979 (Kirzner, , 1985 Schumpeter, 1934 Schumpeter, , 1942 . Kirzner (1985, p. 56) suggests that seeing involves perceiving the "unfolding of the tapestry of the future in the sense of seeing a preordained flow of events", and that it comprises "ways by which the human agent can, by imaginative, bold leaps of faith, and determination, in fact create the future for which his present acts are designed." Although there have been relatively few investigations of the opportunity-recognition process (Gaglio, 1997; Ucbasaran et al., 2001) , there is some evidence that the ability to see a business opportunity may vary systematically among individuals (McCline et al., 2000) .
Apart from alertness and the conception of a future-oriented vision, the perception of a new business opportunity involves elements of evaluation and further development, which may occur sequentially but perhaps more often simultaneously or in an interactive process (Long and McMullan, 1984; Herron and Sapienza, 1992; Ardichvili et al., 2003) .
In the process of evaluating and developing a new entrepreneurial idea, rough concepts are transformed into an increasingly elaborate and explicit notion of how markets are going to be served and resources must be deployed, redeployed, or created. Eventually, but far from always, the evaluation and development process may result in articulation of the entrepreneurial idea in the form of a feasibility study or more or less full-fledged business plan.
In order to exploit the identified business opportunity, the entrepreneur must act upon his or her judgment, perhaps with a degree of confidence which to an outsider appears unwarranted. In the words of Knight (1921, pp. 269-270) , acting upon judgment is responsible for a system or organization under which the confident and venturesome "assume the risk" or "insure" the doubtful by guaranteeing the latter a specified income in return for an assignment of the actual results. In the case of the trading or pure entrepreneur, this means committing to the purchase of a certain product for re-sale at a later point in time. For the entrepreneur involved in more complex business schemes, it also becomes a matter of actively mobilizing resources and labor to perform the necessary work.
Recent developments in the entrepreneurship literature suggest that the decision to act upon identified business opportunities depends on the entrepreneur's unique prior knowledge, experience, and social networks. According to intentions-based models (Krueger, 2000; Krueger et al., 2000) , the active pursuit of a new business opportunity is preceded of the forming of an intention, the strength of which depends on what the entrepreneur perceives as desirable and feasible. In the model suggested by Krueger (2000) , as in parts of the theoretical antecedents (Ajzen and Fishbein, 1980; Ajzen and Madden, 1986; Ajzen, 1987) , the entrepreneur is likely to respond to opportunities when believing himself/herself to be in possession of the required personal resources and also of the requisite support from the extended social network.
The entrepreneur's opportunity to act is perceived to be temporally constrained, as the passing of time involves changing perceptions of profit opportunities and is seen to open the way for pre-emptive action by other market participants. The entrepreneur considers it necessary to act swiftly and to maintain flexibility to respond to unanticipated change, lest much of the first-mover advantage and profit potential be lost to others.
Whenever the entrepreneur can draw sufficiently upon existing markets and resources, he or she will do so in order to speed up the implementation of the entrepreneurial idea (Bird, 1988) . Efforts will then focus on those aspects of the entrepreneurial idea that prove particularly difficult to develop and implement. Typically, as will be further elaborated upon below, these aspects challenge conventional beliefs and ways of doing things and require substantial adjustments by other market participants.
The Subjective Means-Ends Framework
The exploitation of a new business opportunity involves the creation of a subjective means-ends framework, which represents a more or less detailed or coherent scenario of the unfolding of future market events. This subjective means-ends framework could be described as a schema or knowledge structure (Markus and Zajonc, 1985; Fiske and Taylor, 1991; Walsh, 1995) 3 , a cognitive structure that represents perceived knowledge about a future state of the world, including specific attributes, the relationships between those attributes, and the events and sequences of events that lead up to its realization. The entrepreneur's means-ends framework involves a largely unarticulated estimation of the probabilities of the emergence of particular attributes, events, or sequences of events (perhaps only in terms of expectations that "this is likely to happen" or "this is unlikely to happen"), beliefs about change that can be brought about by the entrepreneur's own actions, and a hierarchy of events in terms of their perceived importance for the successful implementation of the entrepreneurial idea. Parts of the framework, particularly those related to activities and conditions which have to be actively created rather than those which only require modest reconfigurations of already existing market relationships and resources, are only ascertainable within wide limits and are subject to substantial guesswork depending on the beliefs of the individual. These aspects will be more fully revealed through the further development and exploitation of the new business opportunity.
Particularly in the case of new combinations, the subjective means-ends framework may involve only a hazy picture of the future state and the sequences of events that may lead to its realization. As an illustration, Baldwin ( However, it would be erroneous to conclude that the subjective means-ends framework is based on pure intuition. For example, Passer (1949) illustrates how the inventive genius of Thomas A. Edison coincided with meticulous market analyses in the process of substituting incandescent light for gas illumination in New York City. In 1878,
Edison noted: "I started my usual course of collecting every kind of data about gas; bought all the transactions of the gas engineering societies, etc., all the back volumes of the gas journals. Having obtained all the data and investigated gas-jet distribution in New
York by actual observation, I made up my mind that the problem of the subdivision of electric current could be solved and made commercial." Additional efforts included canvassing the district to obtain information on the number of gas jets burning at each hour up to three in the morning, a house-to-house survey which provided complete data on exactly how many jets were in each building, the average hours of burning, and the cost of this light to the consumer (Edison collected some 24 books containing gas-light bills of consumers in the district). Eventually, Edison was able to calculate the variable and overhead cost component of the gas which sold for $ 2.25 per 1000 cubic feet, and was confident that he could get one-half of the lighting business in the district by setting the price of electric-light equivalent to gas at $ 1.50.
The establishment of a subjective means-ends framework, particularly when the entrepreneur believes the business opportunity has few comparable precedents, is susceptible to cognitive biases. Overconfidence may lead the entrepreneur to an overoptimistic assessment of the validity of means-ends framework and his or her own capability to influence attributes and events in the desired direction (Busenitz and Barney, 1997) . Specifically, when rough probabilities are assigned to the future occurrence of desirable attributes, events, or sequences of events, they tend to be over-estimated.
Because of the planning fallacy associated with future-oriented visions, the entrepreneur is also likely to disregard risks and to overestimate how much can be accomplished in a given period of time (Kahneman and Lovallo, 1993; Baron, 1998) . As a consequence, the entrepreneur will often expect earlier and more substantial profits than actually turns out to be the case.
As the entrepreneur converts the discovery of a new business opportunity into practical action, he or she identifies a seemingly most suitable, or "right," way to proceed
given prior knowledge and particular circumstances. The entrepreneur formulates and executes plans that are neither random nor predetermined, and their correctness will only be proven as future events unfold. As the entrepreneur over time gains access to new information, the subjective means-ends framework tends to become more complex, although the uniqueness of the situation and the absence of comparable cases may not necessarily make it more cognitively compact or accurate (Fiske and Taylor, 1991) . The means-ends framework will undergo change as the entrepreneur learns more about external conditions and the entrepreneurial idea itself, but critical underlying assumptions about attributes, events, or sequences of events will remain intact, lest the pursuit of the entrepreneurial idea be abandoned. Strong prior beliefs concerning the subjective meansends framework may even lead to the denial of mixed or contradictory evidence.
Given the subjectivity of the means-ends framework and a possibly overoptimistic entrepreneur, it is not difficult to understand why the entrepreneur is often seen as irrational. The fact that the entrepreneur sees a new business opportunity, correctly or incorrectly, implies the discovery and exploitation of something which has hitherto gone unnoticed or been neglected by others. Unable to see the future state or to perceive the means to get there, bystanders often have difficulty in relating to the logic underlying the entrepreneurial idea. They may also have considerably different opinions about the true risks involved or the likelihood that certain attributes, events, or sequences of events will materialize. As specified in the following section, this has important implications for the establishment of firm boundaries.
AN ENTREPRENEURSHIP PERSPECTIVE ON THE NATURE AND BOUNDARIES OF THE FIRM
With the fundamental elements of the discovery and exploitation of new business opportunities in place, it is possible to probe more fully into the link between the entrepreneur and the establishment and boundaries of a business firm, or the question why there are "islands of conscious power in this ocean of unconscious co-operation like lumps of butter coagulating in a pail of buttermilk." (Coase, 1937, p. 388, quoting D.H. Robertson) . The critical factor is that the entrepreneur, particularly in the introduction of new combinations (Schumpeter, 1934) 4 , attempts to impose a subjective and largely unknown means-ends framework on the market and must find and activate resources to achieve the desired ends (Stinchcombe, 1965; Aldrich and Fiol, 1994; Aldrich, 1999) . In the establishment of the firm, the entrepreneur thereby fulfills the function of creator, organizer and market-maker in one, albeit often with the help of other individuals and organizations (Schoonhoven and Romanelli, 2001 ).
In pursuit of the entrepreneurial idea, the entrepreneur is preoccupied with imposing the subjective means-ends framework on the market and with finding various means of eliminating any forces that may erode the profit potential. He or she acts in what may be characterized as a hurry, since expected returns are perceived to be under constant threat of discovery and exploitation by others. In other words, the entrepreneur cannot sit back and wait for markets to develop and converge, and may indeed start the entrepreneurial venture without reference to available information. The aim of preserving the profit potential sometimes impels the entrepreneur to counteract unfavorable bargaining positions vis-à-vis suppliers of critical materials and equipment, as has been demonstrated both theoretically and empirically (Williamson, 1985 (Williamson, , 1991 Joskow, 1991) .
However, concerns about unfavorable bargaining positions may initially be secondary to a larger and perhaps more problematic undertaking -that of convincing other market participants of the value and correctness of the means-ends framework (Aldrich and Fiol, 1994; Lounsbury and Glynn, 2001 ).
Fundamentally, the entrepreneur's subjective perception of profit opportunities implies that existing markets for materials, equipment, and labor have not been able to converge to produce the intended product or service offering. Specifically, markets may have failed to produce the desired functionality, timing (supplying the product or service at the right time and place), or paths of upgrading that fulfill the perceived needs of customers. The inability of existing markets to converge suggests that the entrepreneur must activate and co-ordinate resources beyond established market relationships. He or she must become involved in the reconfiguration of ongoing business activities and occasionally in the establishment of new ones. In the words of Schumpeter (1934, p. 89) , the entrepreneur thereby "leads the means of production into new channels". Some materials, equipment, or services may be readily available in the market, requiring little adaptation in terms of functionality, timing, or paths of upgrading, while others will require modification along one or several dimensions to fit the perceived means-ends framework. Likewise, some skills may be available in existing labor markets, while others may require development and special training to support the new undertaking.
Explaining the Boundaries of the Firm
In response to institutional expectations and tradition, the entrepreneur in pursuit of a new business opportunity registers a legal entity and proceeds to develop and coordinate its activities and resources. With respect to utilizing existing markets for materials, equipment, or services (including logistics and distribution), the entrepreneur may be confronted with two typical situations. In the first, existing materials, equipment, or services are adequate to fulfill the requirements of the entrepreneur's subjectively perceived means-ends framework, or can be adapted to fit these requirements with The conflicts which may arise in this situation have two conceptually different but similar origins: (1) cognitive incongruence, or disagreement concerning the entrepreneur's means-ends framework or the probabilities assigned by the entrepreneur to the future occurrence of individual attributes, events, or sequences of events, and (2) cognitive incompleteness, the perceived but in critical respects incomplete understanding of the entrepreneur's means-ends framework. As further specified below, both cognitive incongruence and cognitive incompleteness tend to push the entrepreneur towards the internalization of activities to secure the preferred way of implementing the entrepreneurial idea in the marketplace.
Cognitive incongruence. Potential suppliers of materials, equipment, or services will be reluctant to invest in a new business proposition when they disagree with the correctness of the entrepreneur's means-ends framework. Different opinions may be expressed in the form of alternative means-ends frameworks, which may or may not be linked to successful outcomes, or as different probabilities of critical attributes, events, or sequences of events. Specifically, market participants may have different views on the overall viability of the entrepreneur's means-ends framework, or the possibility that critical technical or market-related problems can be satisfactorily resolved.
When there is disagreement about the entrepreneur's means-ends framework, market exchange will be discouraged by the lack of support from other market participants and by the entrepreneur's perceived costs of having to explain, persuade, or negotiate with potential contractual counterparts (Silver, 1984; Langlois, 1988 Langlois, , 1992a Langlois, , 1992b Foss, 1993; Robertson, 1995, 1998) . While these costs may be subsumed under the general concept of transaction costs, it is notable that explanation and persuasion aim at altering rather than accepting perceived uncertainty and that they in the eyes of the entrepreneur comprise lost revenues due to delayed introduction of the new business idea (Alvarez and Barney, 2004). In some cases, different opinions about the fundamental aspects of the means-ends framework may be so entrenched that any form of persuasion or negotiation will prove futile. In the words of Aldrich (1999, p. 81), entrepreneurs with business plans outside current expectations "may find no one who accepts what they propose to do". In order to pursue the entrepreneurial idea, the entrepreneur will be compelled to internalize those activities where disagreements prove particularly acute and difficult to resolve. absolutely." Those who knew most about steel and most about razors were the most discouraging, for they unanimously told him that it was not possible to put a keen edge on sheet steel." Ultimately, the industrial manufacturing process had to be worked out inhouse.
In cases of less severe disagreements, potential suppliers of materials, equipment, or services may be in accord with the basic aspects of the entrepreneur's means-ends framework, but assign different probabilities to the overall success of the entrepreneurial idea or the likelihood that problems related to certain attributes, events, or sequences of events can be overcome. This situation may exist when market participants apply an outside view on the new venture, involving an assessment of the entrepreneurial idea against what are believed to be prior, similar cases, or a comparative assessment that results in ambiguity avoidance (Fox and Tversky, 1991; Kahneman and Lovallo, 1993) .
Where disagreements are modest or not overly fundamental, the entrepreneur's choice between using existing markets and resorting to internalization is determined by the perceived costs of persuasion and negotiation, constrained by limited resources and the perceived threat of pre-emptive actions by other market participants. These costs are associated with direct expenditures and personal efforts, but also with delayed and what is perceived as impaired implementation of the entrepreneurial idea (perhaps more correctly put, delayed and impaired implementation reduces the income stream of the new venture). They may be considered at the outset or become apparent as the entrepreneurial idea is launched and tested in the marketplace.
Cognitive incongruence is very difficult to resolve even through the use of contingent contracts, because potential suppliers and supporters of the entrepreneurial idea must ultimately commit to investments that involve genuine risk and face the very real possibility of a potentially insolvent entrepreneur. In contrast to interactions between established firms, potential business partners find little security in the form of accumulated resources that can be reallocated by the entrepreneur and used for selective reputation-saving efforts. Cognitive incongruence is also difficult if not impossible to insure away since entrepreneurial undertakings are typically unique events with relatively few, if any, precedents or comparable cases (Knight, 1921; Busenitz and Barney, 1997) .
Generally, cognitive incongruence suggests that the entrepreneur internalizes activities when other market participants understand but to a significant extent disagree with the subjectively perceived means-ends framework:
Proposition 1a: In the introduction of new combinations, the entrepreneur internalizes activities when potential suppliers of materials, equipment, or services have different opinions about the correctness of the entrepreneur's means-ends framework.

Proposition 1b: In the introduction of new combinations, the entrepreneur internalizes activities when potential suppliers of materials, equipment, or services have different opinions about critical attributes, events, or sequences of events that are part of the entrepreneur's means-ends framework.
These two propositions must allow for a certain amount of variation or random factors influencing the formation of firm boundaries. As the entrepreneur follows and implements a subjective means-ends framework, resource and time constraints prevent extensive search for potential suppliers of materials, equipment, or services. Moreover, boundary decisions may reflect the entrepreneur's personal preferences regarding organizational size (sometimes entrepreneurs do internalize activities for which appropriate markets already exist), the perceived need for control and exact implementation of the entrepreneurial idea, as well as cash constraints (Jacobides and Winter, 2007, this issue) . In short, boundary decisions may be subject to "errors" which are offset by particular strengths in other aspects of the entrepreneurial idea, and any explanation for observed organizational boundaries should allow for considerable variation in expected outcomes (Burton, 2001) .
Cognitive incompleteness. While cognitive incongruence occurs when the fundamental premises of the entrepreneur's means-ends framework have been understood but then rejected, cognitive incompleteness is the result of the incomplete or only partial understanding of the overall logic of the means-ends framework (or inability to recognize the entrepreneur's ability to influence events in his or her favor). The foolish man, they said, had begun to make two hundred clocks; one said, he never would live long enough to finish them; another remarked, that if he did he never would, nor could possibly, sell so many, and ridiculed the very idea.
Alternatively, potential suppliers of materials, equipment, or services may for various reasons show interest in and support for an entrepreneurial idea, but lack sufficiently detailed and in-depth understanding of critical attributes, events, or sequences of events of the underlying means-ends framework. Specifically, suppliers may differ in their perception of requisite product or service functionality and quality, the timing of investments or accuracy in product and service delivery (creating costs of not having the requisite capabilities when they are needed), or the paths of upgrading products and services (Foss, 2001 ). An overheard discussion between a Russian entrepreneur selling bottle caps in the local market and a group of fellow businesspeople may illustrate the point. Responding to the question why the firm did not deal with the quality problems encountered with a Chinese manufacturing partner and instead decided to start in-house manufacturing, the answer was: "We tried to, but they didn't have a clue what we were talking about." As in the case of cognitive incongruence, the insufficient understanding of the entrepreneur's subjective means-ends framework may be evident at the outset, or more typically become apparent as the entrepreneurial idea is launched and implemented in the marketplace.
When other market participants, despite the best of intentions, are unable to supply what the entrepreneur believes are the right products or services at the right time, their limited outlook will be perceived as a threat to the implementation of the entrepreneurial idea. Under such circumstances, the entrepreneur may resort to explanation or negotiation (aimed, for example, at reaching agreement on minimum standards of supplied materials or services), but the perceived costs will ultimately reach a point where activities are internalized and coordinated within firm boundaries.
Paradoxically, cognitive incompleteness may therefore result in a situation where intersubjective "agreement" is not necessarily supportive of market exchange (Dew et al., 2004) .
Proposition 2: In the introduction of new combinations, the entrepreneur internalizes activities when potential suppliers of materials, equipment, or services have an incomplete understanding of the entrepreneur's meansends framework or critical attributes, events, or sequences of events of that framework.
While the entrepreneur may resort to explanation, persuasion, or negotiation to implement the entrepreneurial idea, the level of effort is limited by the entrepreneur's alternative use of time and the perceived need to get the entrepreneurial venture off the ground before profits are eroded by competition. Moreover, because the entrepreneur tends to move about in limited geographic areas (Zander, 2004) , it is unlikely that he or she will be able to survey the entire set of possible suppliers and supporters of the entrepreneurial idea. Negotiation implies unwanted alterations to the entrepreneur's original means-ends framework, and may ultimately reach a point where the entrepreneur perceives that critical elements of the entrepreneurial idea have become compromised and too hollowed-out for its effective implementation. When the entrepreneur internalizes activities that are particularly non-transparent or challenge conventional beliefs in the marketplace, the firm thus becomes a substitute for shared understandings and knowledge of the future (Loasby, 1990) 7 .
It is notable that lack of support for the entrepreneurial idea and the perceived costs of explanation, persuasion, and negotiation are not necessarily a reflection of moral hazard, but the outcome of different opinions or understandings of the entrepreneur's means-ends framework (Hodgson, 2004) . Other market participants may be considered as self-interest seeking when following their own convictions, but this does not necessarily imply the stronger form that involves self-interest seeking with guile (Williamson, 1996) .
As firms emerge and evolve they may thus be seen as reflections of different opinions and as such play a central role in technological and economic processes. When challenging conventional beliefs and ways of doing things, the entrepreneur and his or her firm are precursors of what will eventually become established views in the normal course of competition. Indeed, Hayek (1948, p. 106) describes the essence of the competitive process as the formation of opinion and spreading of information, which creates the unity of the economic system which is presupposed when we think of it as one market.
Overcoming the Market Coordination Problem
The entrepreneur's decision to internalize activities for which there is little agreement or understanding among other market participants is accompanied by an active involvement in the coordination of activities and resources. Employees will be hired and tasks organized and interconnected in ways which are believed will best support the realization of the subjective means-ends framework. Likewise, tangible and intangible resources will be acquired, reconfigured and recombined to produce the intended output. In the process of coordinating activities and resources, the entrepreneur initially uses centralized decision making and directing as a substitute for market coordination. As explained by Knight (1921, p. 269 Centralized decision making and directing allows the entrepreneur to take a shortcut in the formation of agreement and shared understanding concerning new business ideas.
While the question "could it often be more productive to let someone else make the decision?" has been answered in the negative (Cheung, 1983) , the answer in an entrepreneurial view of the firm is more affirmative 8 . The entrepreneur's active involvement in coordination and directing is an essential and highly visible aspect of the start-up period, although with some qualifications it is found also in the maturing and ultimately established enterprise (Evans, 1942; Jenks, 1949) .
Hiring decisions reflect the ambition to contract individuals who, in contrast to the small number of people whose convictions deny access to other firms' employees and resources, are willing to contribute to the implementation of the entrepreneurial idea. In the early growth phase, the entrepreneur may typically be looking for people who can grasp and identify with the entrepreneurial idea, have the skills needed to accomplish some immediate tasks, and are willing to accept still undefined positions in future projects (Aldrich, 1999; Burton, 2001 ). However, many prospective employees, particularly in a newly established firm, will lack a comprehensive understanding of the entrepreneurial idea and the specific tasks they are expected to perform (indeed, this may be seen as one of the factors that prevent employees from assuming the entrepreneurial role themselves). Hence, the entrepreneur will initially attend to and be actively involved in allocating tasks and clarifying interconnections among employees, often beyond what can be explicitly expressed in the original employment contract 9 .
Employment contracts, as opposed to transactional agreements that involve shortterm and highly specified exchange of labor for compensation, yield unparalleled flexibility to re-design and adjust operations in the flux of time and competition (Langlois, 2003) . They give the entrepreneur the right within reasonable limits to swiftly change the nature of tasks, making it possible to reorganize activities and resources without prior consideration or re-negotiation of contractual terms (Simon, 1951; Conner and Prahalad, 1996; Foss, 1996a) . Indeed, the entrepreneur's general resistance to formalizing role assignments or job titles in the early phases of developing a business can be seen as a reflection of the anticipated need to adapt operations to changing circumstances and business conditions.
It has been suggested elsewhere that employment does not allow the entrepreneur fully to control the activities of others, and that there is little difference between directing employees and independent consultants or even representatives of other firms (Alchian and Demsetz, 1972). It is not argued here that employment gives or even should give the entrepreneur absolute control or power, but submitted that the signing of an employment contract generally involves an implicit acknowledgement of the entrepreneur's superior ability to see and act upon profitable business opportunities, and of his or her right to exert authority across a relatively wide range of tasks which may be activated in the course of developing the entrepreneurial idea (Rideout, 1996) . Arm's length contracts with external parties, which may of course vary in detail and the implicit understandings of rights to exercise discretionary power (Collins, 2003) , are based on the fundamental assumption that authority may not to be exercised except for those instances explicitly and unambiguously stipulated in contractual terms.
There are reasons to believe that labeling or recognition of being employed by a firm has a demarcating effect on individual role perceptions, one of which involves acknowledgement of the founding entrepreneur's authority in business decisions. At a fundamental level, boundary-identifying conditions such as a firm name, an office and mailing address, or identifying symbols distinguish work done as a firm member from individual activities outside boundary conditions (Katz and Gartner, 1988) . Reflecting this distinction, role identification has been found to be minimal, or at least less committing, in short-term enactments such as temporary employment (Ashforth, 2001 ).
Some recent empirical work supports the assumption that salaried employees are more likely to indicate stronger organizational identification, and suggests that the stronger the individual's organizational identification the higher the likelihood of cooperative behavior (Dukerich et al., 2002) .
Apart from the directing of employee activities, the entrepreneur is likely to be involved in hands-on teaching (Mintzberg and Waters, 1982) , the communication of the means-ends framework, or even the cultural paradigm of the entrepreneurial idea (Schein, 1983) , using persuasiveness, patience, and persistence to implement a model of conduct, understanding, and commitment to the business venture (Witt, 1998) . These activities support the formation of an overall understanding of the means-ends framework among newly appointed firm members, which will guide the interpretation of new information and events and produce actions that are consistent with the perceived future state of the world. By thus communicating the subjective means-ends framework to firm members, the entrepreneur lays the foundation for further interaction and socialization among employees (Witt, 2001) , which as the firm matures reinforces shared understandings and models of behavior (Stinchcombe, 1965 ; for a review of the literature on organizational knowledge structures, see Walsh, 1995) . Eventually, the firm develops the routines and higher-order organizing principles that make it distinctive in the marketplace (Kogut and Zander, 1992) , but these routines and organizing principles originate in the perceptions and active directing of the entrepreneur.
When market coordination problems are associated with cognitive incompleteness, internalization and directing allows the entrepreneur to compensate for initially incomplete understandings of the entrepreneurial idea
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. But internalization also has an effect on the individual's ability to discard or change existing cognitive structures, as entering a new organizational context comes with the explicit or implicit recognition that new ways of thinking and acting may be required. This gives the entrepreneur an opportunity to change ingrained and taken-for-granted understandings and models of behavior 11 . A casual illustration would be the often expressed intentions to "learn the new job" and "get to know how things are done around here" whenever individuals change employment and enter a new work environment. The co-location of activities under the direct auspices of the entrepreneur allows for more frequent interaction and rapid iterations in the process of establishing desired cognitive structures and models of
behavior. Yet, although co-location typically coincides with activities that are carried out within the firm, it is technically possible also in the context of organizationally separate entities and individuals. The benefits of internalization are therefore tightly connected to the demarcating effects employment has on individual role perceptions and the openness towards changing established cognitive structures and models of behavior.
Boundary Decisions in the Maturing Firm
It has been suggested that the entrepreneur's subjectively perceived means-ends framework has a significant influence on boundary decisions when firms are created to exploit new combinations. However, the fundamental mechanisms are likely to persist in later stages of firm growth as well, whenever existing markets and market relationships are deemed inadequate to promote the development of a particular business idea, or, in a more general sense, when attempts are made to significantly change the firm's operations and strategy.
The traditional and most extensively discussed explanation for vertical integration concerns avoidance of unfavorable bargaining positions or "bottlenecks", and is intimately associated with asset specificity and the threat of opportunistic behavior. The alternative view, which has been promoted in this paper, is based on the existence of cognitive incongruence and cognitive incompleteness among market participants, and the entrepreneur's perceived costs of explanation, persuasion, and negotiation in the process of implementing a specific entrepreneurial idea. This view does not assume or depend critically on the existence of moral hazard or opportunistic behavior, but derives from asymmetrically dispersed knowledge, competing or incomplete means-ends frameworks among market participants, and the constrains imposed by the entrepreneur's perceived need to act swiftly upon new business opportunities.
The proposition that difficulties in responding to or understanding subjective means-ends frameworks remain influential even after the firm's early formation period finds support in observations that specifically refer to the inability of market participants to produce certain materials, equipment, or services. In his study of the growth of American enterprises, Chandler (1977) emphasizes the importance of administrative coordination to supplant market exchanges. Although avoidance of unfavorable bargaining positions as well as pre-emptive competitive moves are part of the Chandler's analytical framework, the mental or physical inability to perform required tasks appears in many instances to play an equally important role. Concerning the integration of upstream activities, Chandler (1977, p. 487) notes that: "… marketers went into manufacturing only on those relatively rare occasions when processors were unable to provide the goods at the price, quality and quantity desired." Brown (1989, p. 533 ) makes a similar observation concerning William Britain's 19 th century involvement in the toysoldier business --because uniform details and colors were found to be important buyer selection criteria, the company "…made its own paints in order to ensure evenness of quality and accuracy of colour." Other examples are found in the distribution and manufacturing of American dry goods at the turn of the century and trawler ownership among Aberdeen fish-merchants (Evans, 1957; Loasby, 1976) .
In terms of downstream investments, Chandler (ibid., p. 486) finds that: "… where the mass marketers were unable to provide the services needed to distribute the goods in the volume in which they could be produced, the enterprise became large."
Specifically, mass marketers were found reluctant to make what they perceived as risky investments. Likewise, C.E.L. Brown and Walter Boveri of Brown Boveri found that the sale of equipment in the infant electrotechnical industry was blocked by skepticism concerning the use of electricity and certain legal problems surrounding water rights. To solve this problem, their company set up a separate division, purchased concessions, made the necessary installations, supervised operations, and once the concept had proven itself in the market eventually sold the operations to cities, municipalities and private investors (Ziegler, 1937) .
While obviously open to alternative interpretations, these observations are suggestive of the persistent consequences of divergent means-ends frameworks across entrepreneurs and other market participants. If taken literally, the inability of market participants to produce certain materials, equipment, or services can and sometimes should be interpreted as the persistent lack of understanding the tasks that the entrepreneur perceives necessary to exploit and grow a particular entrepreneurial idea.
Reluctance to commit to risky investments may be attributed to different perceptions of the nonmeasurable risks associated with the introduction of new products or services, and may not primarily or necessarily involve consideration of the risks of opportunistic behavior among prospective contractual partners. The essential, but unproven, proposition is that the problem is one of cognitive incongruence and cognitive incompleteness, not of strong bilateral dependency and the lack of credible commitments (Williamson, 1996) .
SUMMARY AND CONCLUSIONS
This paper started from the assumption that firms come into existence on the basis of profit seeking individuals, asymmetrically dispersed knowledge, and the subjective means-ends frameworks that "seeing" entrepreneurs establish to exploit new business opportunities. A set of propositions addressing the effects of cognitive incongruence and cognitive incompleteness on the exploitation of new combinations has suggested that decisions concerning firm boundaries are driven by the inability of other market participants to either accept or understand the entrepreneur's perceived means-ends framework. The extended discussion has elaborated upon how the decision to internalize resources and activities allows the entrepreneur to overcome or alleviate the associated problems of market coordination.
The conceptual development and formalized propositions contribute to the advancement of theory that explains choice among modes of action or organizational arrangements in the entrepreneurship literature (Busenitz et al., 2003) , detailing the subjective means-ends framework and identifying cognitive incongruence and cognitive incompleteness as conceptually distinct drivers of firm boundaries. In the case of cognitive incompleteness, one paradoxical conclusion is that intersubjective agreement is not necessarily supportive of market exchange (Dew et al., 2004) . In a broader sense, the paper's focus on new firm formation and the introduction of new combinations resonates and supports recent calls for establishing a distinctive domain of entrepreneurship research, addressing and explaining the "why, when, and hows" of discovering and organizing the exploitation of future goods and services (Shane and Venkataraman, 2000) .
By focusing on the conditions and processes surrounding new firm formation, the paper supports the emerging notion of a distinctive entrepreneurship-based theory of the firm (Foss, 1994 (Foss, , 1997 Witt, 1999; Alvarez and Barney, 2004; Dew et al., 2004; Foss and Klein, 2005) . In contrast to established theories, which have been preoccupied with established business entities and relatively stable markets, the entrepreneurship perspective explores the context and consequences of new and creative insights, subjectively perceived means-ends frameworks, and time constraints in the pursuit of new business opportunities. It is a start, and several related issues such as the entrepreneur's use of in-between forms of market coordination or the profit consequences of using different coordinating mechanisms in the exploitation of new opportunities await more focused and extensive treatment in future work.
While sharing the assumption of bounded rationality and uncertainty with the transaction cost view, the entrepreneurship-based theory suggests a more parsimonious explanation for firm boundaries by rejecting strong forms of self-interest seeking as a universal problem in the coordination of markets. In this respect, it concurs with suggestions that the significance of moral-hazard problems in different business situations may currently be overstated (Kogut and Zander, 1992; Conner and Prahalad, 1996; Casadesus-Masanell and Spulber, 2000; Coase, 2000; Freeland, 2000) . A different interpretation would be that whereas the transaction cost view emphasizes one particular behavioral assumption (that individuals are given to opportunism), the entrepreneurship perspective emphasizes other behavioral traits --the individual's tendency and ability to construct and act upon subjective means-ends frameworks, to identify with organizations, and to enact the environment from a particular organizational or firm perspective. In this context, the perceptions and expectations of individuals entering employment are critical for understanding how internalization can overcome problems of market coordination.
The entrepreneurship perspective coincides with the view that firms exist because they know how to perform certain things well (Kogut and Zander, 1992) , but it does not reduce boundary decisions to a question of knowledge fluidity and routines for knowledge recombination. To overcome the barriers associated with cognitive incongruence and cognitive incompleteness, the entrepreneur initially uses centralized decision making and communication to coordinate resources and activities to meet the perceived requirements of the subjective means-ends framework. The directing of activities and alterations of pre-existing cognitive structures will be followed by learnt and increasingly elaborate routines that define the exchange and recombination of knowledge among firm members, but the formation of these routines should be recognized as a consequence of the entrepreneur's initial efforts to introduce cohesion in partially unreceptive markets.
While it is beyond the scope of the present paper to comment extensively upon operationalization and measurement issues, the conceptual development and the formalization of propositions concerning boundary decisions is a first step towards empirical tests. Empirical studies that probe the relationship between cognitive incongruence, cognitive incompleteness and boundary decisions could draw particularly upon work on the measurement and comparison of cognitive maps Langfield-Smith and Wirth, 1992; Markóczy and Goldberg, 1995; Wang, 1996) .
Although direct observation of cognitive structures is inherently difficult, measurement difficulties are shared with other approaches to the theory of the firm, and at least selective aspects of the proposed causal mechanisms could be effectively addressed in experimental settings. Additional insights could be gained from qualitative sources and content analysis of actual statements concerning boundary decisions by practicing entrepreneurs.
As a closing reflection, the parallel existence of conflicting views on the nature and boundaries of the firm is reflective of a dynamic and still elusive phenomenon (Langlois and Robertson, 1989; Langlois, 1992a Langlois, , 2003 Afuah, 2001 ). The present paper has suggested cognitive incongruence and cognitive incompleteness as critical determinants of boundary decisions in the exploitation of new combinations, adding that their influence may also extend into later stages of firm growth. Yet, it must be emphasized that it does not purport to replace any existing theories of the firm, assuming that other considerations and explanations may gain in importance as new combinations prove themselves in the marketplace, markets for materials, equipment, or services become more generally recognized and understood, and specialist suppliers increasingly provide viable alternatives to internally coordinated activities and resources (Alvarez and Barney, 2005) . A perhaps bolder proposition would be that decisions concerning firm boundaries routinely reflect a mix of different considerations and decision logics, the full implications of which are yet to be addressed in further conceptual and empirical work.
Returning to the core arguments of the paper, the primary ambition has been to detail the consequences of an entrepreneurship perspective on the nature and boundaries of the firm, and to contribute to the building of theoretical foundations of the domain of entrepreneurship research. The focus on new firm formation, new combinations, and subjective world views concurrently offers a reference point for assessing the universal relevance of established theories of the firm. Although general acceptance of the coexistence of competing theories is perhaps unlikely to emerge anytime soon, discussions that probe the boundaries and general explanatory power of current and new theoretical approaches should become a more prominent element in the debate on the nature and boundaries of the firm in the years to come.
NOTES
1 Also, Casson (1982) , Grossman and Hart (1986) , and Milgrom and Roberts (1992) .
2 As suggested by Baron (1998) , entrepreneurs may also disregard large parts of the information available from past experiences, instead focusing on their enthusiastic visions of the future.
3 Related concepts, which involve the articulation of causality, include cognitive maps or cause maps (Eden, 1992; Eden et al., 1992) . 4 These new combinations largely correspond to the technological discontinuities and radical innovations discussed by Tushman and Anderson (1985) and Henderson and Clark (1990) . 5 The context is that of multiple suppliers with diversified sales who add an insignificant buyer to their existing customer base. To the extent existing markets are skewed or imperfect, for example due to the existence of patents or firms with dominant positions that have been historically determined, the entrepreneur will need to take these factors into account when estimating the potential success of the new business venture. In the long term, the entrepreneur may be able to act strategically to mitigate the effects of imperfect markets, for example by attempting substitution or forging coalitions with other firms. 6 The problem may be re-framed as one of suppliers contemplating investments that are characterized by high degrees of asset specificity and thus subject to the risks of opportunistic behavior. The situation initially (and in the absence of additional assumptions also in the long run) will be one of balanced bilateral dependence, and outcomes sensitive to any credible commitments the parties may be able to make. Yet, as argued by others (e.g. Alvarez and Barney, 2005) , transaction cost theory is yet to address decision outcomes under conditions of genuine uncertainty. It will be maintained in the following that decisions concerning firm boundaries can be explained without evoking assumptions about opportunistic behavior.
7 Although in some cases explanation, persuasion and negotiation increase the risk of imitation (Alvarez and Barney, 2004) , the extent to which other actors can use the information opportunistically should not be overestimated. The inclination and ability of others to act upon the received information depends on a set of factors that affect the feasibility or desirability to engage in imitative behavior (Krueger, 2000) . For example, external parties may not be in possession or control of the skills or personal networks of the entrepreneur, and sometimes patents effectively prevent outright imitation. Other limiting factors include preconceived notions of the potential scope of the existing business (similar to the notion of core strategic areas; Burgelman, 1983) , reputational effects (imitation may damage the ability to conduct business with other parties and create bad-will among customers), or the relative size of the new venture compared to already established businesses. Clearly, the possibility of opportunistic behavior remains a factor to be considered in explaining new business ideas to others, the point is that it is not the only or necessarily overriding consideration in all cases.
8 Foss (2001) makes the same point from a property rights perspective.
9 It is beyond the scope of this paper to investigate why some individuals are willing to bet on the uncertain future of new ventures or why they decide to take up employment rather than work independently or start their own firm. Answers may be found in the entrepreneur's charismatic leadership, rational utilitymaximizing behavior (Simon, 1951) , differences in the inclination to act upon insight or judgment (Knight, 1921) , a clearing process which separates those who inspire from those who get inspired (Witt, 1998 (Witt, , 1999 , or even the suggestion that firms offer an arena for social belonging which conveniently combines with monetary rewards (thereby connecting the extra-economic with the economic; Foss, 1996b) .
